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Abstract 
This paper examines the relationship between the Small and Medium Enterprise SME sector and employment in Romanian 
non-financial business economy for the 2000-2010 period. The paper makes a comparative analysis between SMEs and large 
enterprises to identify whether, in Romania, small businesses contribute more to job creation and whether they are more 
productive than larger firms are. The empirical results confirm that SMEs represent a source of employment and income, but 
their labour productivity is more reduced compared to large enterprises. We consider that, in Romania, there is need to increase 
the innovative and competitive power of SMEs, so that these become the engine not only for more jobs, but also for better jobs. 
 
© 2012 Published by Elsevier Ltd. Selection and peer-review under responsibility of the Emerging 
Markets Queries in Finance and Business local organization 
Keywords: small and medium enterprises; employment;large enterprise; labour productivity; non-financial business economy; 
1. Introduction 
Creating jobs that assure the increase in the well-being of people represents one of the fundamental 
objectives that any country has to achieve. Small and Medium Enterprises SMEs, as a vehicle for 
entrepreneurship Acs, 1992 and a source of employment and income, contribute not just to employment and 
social and political stability, but also to innovative and competitive power Thurik and Wennekers, 2004. SMEs 
contribute largely to the achievement of fundamental objectives of any national economy. 
SMEs are the engine of the European economy, EC, 2005. They are an essential source of jobs, create 
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entrepreneurial spirit and innovation in the EU and are thus crucial for fostering competitiveness and 
employment, accounting for more than 67% of private sector jobs and providing more than 58% of total 
turnover in the EU, EC, 2011. 
By Small Business Act SB for Europe, EC, 2008, the role of SMEs in the European economy has been 
acknowledged at the highest political level. The SBA established a comprehensive SME policy framework for 
the EU and its Member States. Improving the business environment, especially for SMEs, it represents one of 
the seven flagship initiatives stipulated in Europe 2020 Strategy in order for the European economy to become 
a smart, sustainable and inclusive economy leading to high levels of employment, productivity and social 
cohesion. Enterprises are the heart of this strategy, and considering the fact that the overall majority of all 
enterprises are SMEs, the enterprise policy for reaching these goals mainly revolves around SMEs, De Kok et 
al., 2011. 
2. A short literature review 
The economic literature Beck et al., 2005; Cravo et al., 2012, argues that SMEs embody special advantages 
that proffer at least three unique contributions to the economy. Firstly, SMEs enhance competition and 
entrepreneurship and hence have external benefits on economy-wide efficiency, innovation, and aggregate 
productivity growth. Secondly, SMEs are more productive than large firms are, but the financial market and 
other institutional failures prevent SMEs development. Thirdly, SMEs expansion boosts employment more than 
large firm growth because SMEs are more labour intensive. 
Some analysts advertise the advantages of large firms relative to SMEs. Large firms are better than small 
firms at innovating and boosting productivity, because large enterprises can exploit economies of scale and 
more easily undertake the large fixed costs associated with research and development. Pagano and Schivardi, 
2001, show that a larger average firm size is associated with faster innovation rates within Europe. On the 
contrary, Acs and Audretsch, 1987, find that small firms have higher inn
skill-intensive industries within the United States. Following the same idea, Audretsch and Thurik, 2000, state 
that the emerging source of comparative advantage for Europe is economic activity based on creativity and new 
ideas, an entrepreneurial economy, based on SMEs, will generate higher wages and greater employment 
opportunities reflecting the exploding demand for new and improved products and services. 
The importance of small businesses in job creation was highlighted in different empirical studies. Thus, Birch, 
1987, Davis et al., 1996 and Neumark et al., 2011 demonstrated that in the economy of the USA, in different 
periods, small firms played an important role in job creation. This idea was confirmed also in the studies Broersma 
and Gautier, 1997; Barnes and Haskel, 2002 that researched the effect of SMEs on job creation in the economies 
of the European states. De Kok and De Wit, 2012 show that for the EU as a whole, smaller firms contribute more 
to job creation than larger firms and net job creation rates decrease with each firm size class.  
In this paper, we aim to highlight the tendencies recorded by SMEs in the Romanian non-financial business 
economy and the impact of SMEs on employment in the 2000-2010 period. Moreover, we intend to make a 
comparative analysis between SMEs and large enterprises in order to identify whether, in Romania, smaller 
firms contribute more to job creation and whether they are more productive than larger firms are. 
For reaching these objectives, the methodology used is the empirical approach and secondary analysis of 
statistical data offered by Eurostat Structural business statisti , National Institute of 
Statistics, National Commission of Prognosis, 2012 and Annual Reports on EU SMEs EC, 2012. These data are 
related to the number of enterprises, employment, gross value added GVA by size class and sector of industry 
in the non-financial business economy, defined by NACE Sections C-I and K. For classifying firms by size 
class, we have taken into consideration the criteria set by the Eurostat. Enterprise size classes are defined in 
terms of the number of persons employed. In line with the Eurostat criteria, the following intervals are used: 
micro-enterprises 0-9 employees; small enterprises 10-49 employees; medium enterprises 50-249 employees; 
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large enterprises 250 employees and over. 
In order to study the intensity of the relationship between enterprise and employment, by size class, we have 
applied the Spearman correlation coefficient. For the statistical data processing, the SPSS software package was 
used. 
3. The relationship between SMEs and employment in Romanian non-financial business economy 
The Romanian economy, between 2000 and 2010, achieved important transformations in the process of 
accession and integration in the structure of the European Union, reflected at both macroeconomic level and the 
level of the SME sector. Until 2008, Romania had a significant process of economic growth, fact reflected by 
the positive evolution of real GDP, the average growth rate of real GDP of 5.84% was above the EU-27 
average value of 2.24%. In 2009, based on the global economic crisis, as well as on a complex of internal 
factors, in Romania, real GDP fell by 6.6%, decrease that continued to happen in 2010 as well, but it was of a 
lower intensity of 1.6%. 
Although Romania attained important progress in economic development GDP/capita grew from 2700 
euro/capita in 2000, to 4200 euro/capita in 2010, in 2010, it was the penultimate country in EU, having a 
GDP/capita which accounts for only 47% of the EU-27 average of 100%. Moreover, the structure of the 
Romanian economy changed favourably in terms of the increased contribution of the services sector, to both 
the creation of GDP from 48.1% to 48.6% and jobs employment in services grew from 32% to 46.3%. 
However, compared to the structure of the European economy, significant negative gaps were recorded. 
Kardos, 2010 highlights that Romania should focus its resources on building an economy based on knowledge 
and innovation. This is the only way leading to competitiveness and, therefore, we need massive investment in 
education, research and development  
Table 1. Evolution of macroeconomic indicators and SMEs, 2000-2010 
Indicators 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
GDP real (%) 2.4 5.7 5.1 5.2 8.5 4.2 7.9 6.3 7.3 -6.6 -1.6 
Employment1* 10898 10808 9768 9368 9283 9115 9291 9353 9369 9244 9239 
GDP private ** 65.6 68.0 69.4 67.7 71.5 70.1 71.6 72.0 71.1 69.9 71.3 
GDP/capita (euro) 2700 2900 3100 3200 3500 3700 4000 4200 4600 4300 4200 
SMEs2  295589 298390 301581 332163 374599 410444 437043 472560 518046 511334 523501 
Employment in SMEs2* 1839.7 1762.6 2003.9 2152.6 2329.7 2463.4 2615.0 2805.4 2982.3 2988.8 3002.4 
Large enterprise (LE)2 2067 1920 1969 1979 1964 1860 1797 1787 1829 1843 1741 
Employment* in LE2 2381.5 2223.9 1870.6 1769.6 1671.3 1574.9 1499.4 1484.1 1496.7 1483.5 1403.2 
Note: * thousand persons; **% in total GDP; 1 in total economy; 2in Non-financial business economy 
Source: Our processing based on data provided by NIS 2011, 2012, NCP 2012, Eurostat, EC 2012. 
 
In the context of economic growth, the share of the private sector in the national economy, reflected by its 
contribution to GDP creation, recorded an increase from 65.6%, in 2000, to 71.3% in 2010. There were annual 
oscillations, which vary in a small amplitude interval, of 1.5 percentage points p.p. respectively. 
The significant increase in the number of SMEs, both at the level of the national economy and in non-financial 
business economy table 1, but mainly in the number of jobs and gross value added created by SMEs, reflects the 
increase in contribution of the private sector to the process of economic growth in the 2000-2008 period.  
SMEs trends are determined largely by macroeconomic and structural factors including innovative capacity 
of each country. In Romania, the economic crisis had a negative impact on the SMEs from the non-financial 
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business economy in 2009. Thus, a decrease in the number of SMEs by 1.3% was recorded compared to 2008, 
but only the small enterprises whose number fell by 1.57% were negatively affected. Despite a negative real 
GDP growth of 1.6% and a decrease in the number of medium enterprise by 1.72%, in 2010, the number of 
SMEs grew compared to 2009, managing to reach a superior level than the one recorded before the beginning 
of the crisis. Thus, they proved their capacity to resist the crisis and their power to adapt to changes in the 
economic environment.  
The statistical analysis based on data on GDP per capita and the number of SMEs in non-financial business 
economy fig. 1. shows that there was a very strong and direct relationship, Spearman correlation coefficient= +0.961, 
between the two variables, between 2000-2010. This fact reflects that the evolution of small and medium enterprises 
had a positive influence on the growth of the level of economic development, in the analyzed period. 
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Fig. 1. Direct correlation between SMEs and economic development, in Romania, 2000-2010. Source: Our processing based on data 
provided by Eurostat and EC 2012. 
Compared to large enterprises, the share of the number of SMEs in total enterprise in non-financial business 
economy recorded an increase, in 2000-2010, from 99.3% to 99.7%, especially due to the increase in the share 
of small enterprises in total enterprises, from 85.12% to 88.47% fig. 2. Meanwhile, the share of employment in 
SMEs grew from 43.6% to 68.15%, and the share of employment in large enterprise fell from 56.4% to 
31.85%. The same tendencies were recorded by gross value added GVA, but due to larger scales and higher 
capital intensity, the contribution of large enterprises to GVA was high compared to the SMEs. This resulted in 
a lower level of labour productivity from SMEs compared to the large enterprises. 
Despite the process of economic growth, in the analysed period, the number of jobs at the level of the 
national economy fell by1.658 mil, from 10.897 mil. to 9.239 mil. table 1. Thus, there was an annual average 
decrease of 1.59% 151 thous and jobs/year, fact which entails the existence of a negative employment elasticity 
of economic growth Herman, 2012. This does not mean that no jobs were created in Romania, in that period. 
Popovici-Barbulescu, 2012 highlights that The rapid rhythm of changes has convinced both the business 
people community, and the nations, that labour force flexibilization is necessary. Each sector of activity, 
including the agricultural one, needs a permanent qualification up-date, combined with the accumulation of 
 
Data in table 1 and fig. 3a show that SMEs in the non-financial business economy generated net 
employment of 1.162 mil. 89 % of these jobs were created in micro and small enterprise. Large enterprises 
proved to be job losers, since they recorded a job destruction of 0.978 mil. 
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Fig. 2. Structure of number of enterprises, Employment and GVA, by size class, 2000 and 2010 %. Source: Our processing based on data 
provided by Eurostat and EC 2012
Because SMEs had a higher employment growth rate 5.13 % annual average than the decrease rate of
employment in large enterprises 5.04% a year, the total number of jobs created in non-financial business 
economy grew by 4.4% by 0.184 mil employed persons respectively. Data din fig. 3b show that net job creation 
rates decreased with each firm size class, the annual average growth rhythm of jobs in micro firms of 5.9% was
higher than the one achieved by de small firms 3.9%, and the latter was higher than the one achieved by
medium firms 1.45%.
Fig. 3. Employment, by size class enterprises, 2001-2010: (a) 2001= 100%; (b) Annual variation %. Source: Our processing based on data 
provided by Eurostat and EC 2012
We carried out a statistical-economic analysis, based on the Spearman correlation coefficient in order to
establish the intensity of the correlation between the number of SMEs and the employed population in these
enterprises, between 2000 and 2010. This analysis reveals that there is a strong positive correlation between 
SMEs and their contribution to job creation in the Romanian economy, Spearman correlation= +0.982, figure
4a. This fact reflects that the increase in the employed population has positively influenced the growth of SMEs
in Romania.
A direct and strong relationship was also identified between the number of large enterprises and the number
of jobs created by these enterprises, Spearman coefficient= +0.873, figure 4b. However, in Romania, the fall in
these enterprises was accompanied by job reduction, large enterprises becoming a job loser, with negative
consequences on the level of development.
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Fig. 4. Direct correlation between: (a). SMEs and employment; (b). Large enterprise and employment Source: Own calculations based on 
data provided by Eurostat and EC (12) 
From the perspective of the activity sectors, SMEs are more active in services than in manufacturing 
activities compared to large enterprises Table 2. According to statistical data provided by Eurostat, in Romania, 
in 2010, 79.3% of the SMEs performed activities in the services sector, whereas 52.8% of total large 
enterprises performed activities in the manufacturing sector. A possible explanation for the prominent 
representation of SMEs in services is the fact that services tend to be less capital-intensive than most 
manufacturing activities which in turn is conducive to SMEs, which - in general- tend to have more difficulties 
in building up larger capital stocks as compared to larger firms Wymenga et al., 2011. 
 
Table 2. Number of enterprises, Employment, GVA and labour productivity, by size class and sector of industry, Romania, 2010 % 
 
Enterprises Employment GVA GVA/Employment 
SMEs Large  SMEs Large SMEs Large SMEs Large 
Total non-financial business economy  99.7 0.3 68.1 31.9 45.7 54.3 0.67 1.70 
Mining and quarrying 96.8 3.1 13.9 86.1 3.2 96.8 0.23 1.12 
Manufacturing  98.4 1.7 56.0 44.0 37.2 62.8 0.66 1.43 
Electricity, gas and water 86.4 13.6 16.4 83.6 20.6 79.4 1.25 0.95 
Construction  99.6 0.4 77.1 22.9 74.2 25.8 0.96 1.13 
Distributive trades 99.9 0.1 85.6 14.4 77.8 22.2 0.91 1.54 
Hotels & catering  99.9 0.1 88.2 11.8 71.4 28.6 0.81 2.43 
Transport, storage & communications  99.6 0.4 47.6 52.4 39.3 60.7 0.83 1.16 
Real estate, renting & business activity  99.8 0.2 76.0 24.0 81.6 18.4 1.07 0.76 
Source: Our processing based on data provided by EC (2012) 
 
In Romania, there are big differences regarding the share of the number of SMEs in total enterprises within 
the non-financial business economy table 2. Sectors in which SMEs dominate over 70% in both employment 
and GVA are construction, distributive trades, hotel and restaurants, real estate, renting and business activities. 
Differences between the relative shares of total value added and employment throw some light on 
productivity differentials between activities. In most of the activities except for electricity and real estate, 
renting & business activity, the direct contribution of SMEs to value added is lower than their contribution to 
employment, having a negative impact on labour productivity. On the contrary, the contribution of large 
enterprises to value added is higher than their contribution to employment in most of the activities. This reflects 
a much higher level of labour productivity compared to the one achieved by the SMEs. 
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4. Conclusions 
The positive tendencies recorded by the SMEs regarding their number, employment and GVA, in non-
financial business economy in the 2000-2010 period, indicates the increase in their contribution to economic 
growth and job creation, thus assuring the transition conditions from the managed economy to the 
entrepreneurial economy. In Romania, this transition has not ended yet, but it is still continuing. 
The results of our statistical-economic analysis confirms the theoretic hypothesis according to which net job 
creation rates decrease with each firm size class, being higher in micro and small enterprises than in medium 
enterprises. The fact that there is a strong and positive relationship between changes in SMEs and employment 
and economic development is confirmed as well. We notice that SMEs compared to large enterprises have 
more reduced labour productivity, being less productive. This suggests that many SMEs are unable to benefit 
from economies of scale and to adopt or develop innovations, being less capital intensive. We consider that, in 
Romania, there is need for innovative growth and competitive power of SMEs, for these to become the engine 
not only for more jobs, but also for better jobs. 
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